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Iowa Health System Sustainability Plan 
 
 
Overview 
 
The application of Iowa Health System (“IHS”) under the FCC’s Rural Healthcare Pilot 
Program (“RHCPP”) sought funding for the purpose of constructing access connections 
to the existing core network of IHS (“Access Connections”).  As demonstrated by this 
sustainability plan, IHS anticipates that it will be able to meet the ongoing operation 
expenses of the Access Connections from revenues generated by eligible and ineligible 
users.  In fact, IHS expects that the Access Connections will be fully funded and self-
sustaining by the fifth year of operation and will remain self-sustaining, including 
generating sufficient revenues to cover capital costs on an ongoing basis.1 
 
This Plan shows nominal losses for the Access Connections in the first three years, then 
positive cash flow for the remainder of the 20 year projection,2 including generating 
sufficient cash to cover electronics replacement for eligible users.3  IHS anticipates 
sponsoring capital, operational and maintenance costs as well as any cash flow 
shortfalls.4 
 
IHS is Iowa’s first and largest integrated health-care system, serving nearly one of every 
three patients in Iowa.  IHS has hospitals in 14 rural communities and group practices of 
physicians and clinics in 71 communities.  It also has a workforce of nearly 20,000 
employees and annual revenues of almost $2 billion.  The core network of IHS which is 
operational today is a 2,170 route mile, fiber optic-based network used for IHS’ internal 
traffic as well as data transmissions between and among IHS’ facilities located in seven 
large Iowa communities plus Rock Island and Moline, Illinois. 
 
In short, IHS has the managerial, technical and financial wherewithal to operate and 
maintain not only its core network but the Access Connections to that network on a 
sustainable basis.    
 
Plan Assumptions 
 
The plan reflects the costs to build, maintain, and operate the Access Connections to the 
IHS core network.  IHS estimates that its direct administrative cost of supporting users is 

                                                 
1 Future capital costs are limited to equipment replacement as the equipment obsolesces.   
2 IHS used a 20 year projection because it replicates the life of dark fiber IRUs and is within the range of 
reasonableness for projecting revenues, expenses and cash flow. 
3 Exhibit A shows a few years of negative cash flow (2010 through 2011 and 2014 through 2021) but the 
amounts are small ($335,905 or 3% of the total project costs). 
4 The RHCPP Application of IHS shows additional capital costs of approximately $2.7 million whereas 
Exhibit A shows those costs as approximately $2.5 million.   The analysis for the Application was done in 
2007 whereas Exhibit A was completed in late 2008.  During that period of time, IHS had the benefit of 
reviewing the RFPs of interested providers, the project changed from a complete build to a phased build 
and the Application is based on dark fiber which is no longer available.   
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$82 per user, per month.  This amount includes governance, overhead and other 
miscellaneous support required for users.  
 
The plan tests the financial assumptions for sustainability of the IHS project.  The basic 
approach is to determine whether it will generate sufficient revenues to cover operating 
costs and provide the funds necessary to periodically refresh electronics.  The RHCPP 
funds (85%) and the funds anticipated to be contributed by IHS (15%) are considered 
sunk costs.5 

 
The plan assumes that it will be supported by both eligible users (not-for-profit hospitals 
and healthcare providers) and ineligible Users (for-profit healthcare and healthcare-
related providers). 

 1) Eligible Users 
 
The plan limits the total eligible users to 78, as specified in the original FCC application.  
Eligible users have demonstrated their commitment to the RHCPP by entering into 
Letters of Agency so that IHS may represent them before USAC.  They will also sign the 
Operating Agreement to become members of HealthNet connect, which will administer 
the Access Connections on behalf of IHS. 
 
Consistent with that outlined in the RHCPP application of IHS, the plan is based on the 
goal of insuring that eligible users can participate in basic network applications for a 
nominal cost.  With this in mind, a “basic package” was established at the nominal rate of 
$120 per month per eligible user and increases (at an annual rate equivalent to the CPI) to 
$187 by the 15th year and $210 by the 20th year.6  For $120 per month, eligible health 
care providers will enjoy full usage of healthcare data and applications and 
Internet2/NLR connectivity over a 100 Mbs connection.  This type of connectivity would 
normally cost between $2500 and $3000 per month if purchased directly from the 
commercial marketplace.   
 
The charge of $120 per month is not exact nor is it based on an in-depth study of demand.  
Instead, it takes into consideration the financial resources of rural hospitals that are the 
target market for the package, the costs of the Access Connections and what appears 
reasonable under the circumstances.  If it turns out that the charge is too high or too low, 
IHS will need to reconsider it, but in the context of affordability. 
                                                 
5 The 15% contribution for the first phase of the project (28 eligible users) will be funded by IHS from 
internal sources.  It is anticipated that the 15% contribution for succeeding phases will also be funded by 
IHS from internal sources.  It should also be noted that Exhibit 3 of the IHS RHCPP Application before the 
FCC showed that IHS will fund approximately 39% of the total cost of the project ($4.994,658 of 
$12,797,390), which included not only the Access Connections but also the associated backbone and metro 
costs.  The costs of the Access Connections, however, is approximately $9.2 million, 85% of which, or 
approximately $7.8 million, will be funded with RHCPP funds and 15% of which, or approximately $1.38 
million, will be funded by IHS.  
6 In this instance, the word “nominal” means the estimated, direct costs of governance of the eligible group 
of users.  
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Eligible users needing such connections are currently limited to buying various services, 
such as DSL or T-1’s.  The typical charge for these connections in rural areas is different 
than the charge for 100 Mbs connections quoted above and range from $250 to $1500 per 
month.  However, the bandwidth of a DSL or T-1 of 1.5 Mbs is relatively narrow in 
comparison to 100Mbs.  As such, it barely supports critical health care functions (e.g., 
internet, radiology, back office business functions etc.).  It is reasonable to assume 
therefore, that eligible healthcare providers will redirect some, if not, all of the dollars 
otherwise spent on various telecom services to the IHS care network by purchasing the 
basic package.   
 
The plan generates sufficient revenues to replace eligible user electronics every five 
years.  Electronics have an assumed five-year useful life, with a $10,000 per user 
replacement cost, plus spares, setup, installation, warranty and contingency amounts.   
 
 2) Ineligible Users 
 
Ineligible users will not be using any portion of the Access Connections funded under the 
RHCPP.   Ineligible users will be required to pay the full cost of connecting to the 
network and upgrading their electronics.7  Once connected, however, they receive the 
same benefits received by eligible users but at a higher rate of $250 per month increasing 
(at an annual rate equivalent to the CPI) to $389 by the 15th year and $438 by the 20th 
year.  
 
Similar to eligible users, it is expected that ineligible users will be able to reduce or 
eliminate some existing costs by converting existing traffic and routing future traffic over 
the IHS core network. 
 
This plan reflects the offsetting basic user fees generated by an assumed number of 
ineligible participants over a 20-year period.  This plan estimates the number of ineligible 
users at 30 in the first year, growing to 74 over the 20 years of the project 
 
Following are additional assumptions underlying the plan: 
 
 1) General 
 

• A projected start year of 2009 
 

• Only 6 months of revenue in the first year of operation 
 

                                                 
7 Since the charges paid by eligible users will be nominal (see supra, note 6), the charges paid by ineligible 
users will not only cover the full cost of connecting to the network and upgrading their electronics but it 
will also include a subsidy of the costs incurred by eligible users.  In other words, the costs allocated  to 
ineligible users is determined by calculating the total costs of the project and then subtracting the nominal 
costs attributable to eligible users. 
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• Upgrade in edge routers of $290,000, $290,000, and $200,000 in 2014, 
2015, and 2016, respectively and again in 2019, 2020, and 2021 as 
well as 2024, 2025, and 2026 
 

• An annual CPI adjustment of 3% 
 

 
 2) Capital Costs  
 

• Depreciation rates based on standard GAAP/IRS useful lives.  
 
• A capital expenditure contingency of 5% of the total non-fiber capital 

expenses 
 
• The capital refresh cost is set equal to the initial cost for the same 

asset.  The assumption is that the same dollars will buy then-current 
capabilities in the electronics.  The basis for this assumption is that the 
price-performance curve for digital technology has been improving for 
decades.  The approach for this Plan, therefore, assumes that the price 
in dollars for a particular piece of electronics will be the same in 10 
years as it is now, but the capabilities will have improved 
substantially.   

 
• The source of funds for future capital requirements is the net income 

generated from the operation of the network, primarily ineligible 
users.  Exhibit A shows that sufficient net revenues will be generated 
to fund replacement electronics.   

 
 
 3) Operating Costs 
 

• Per edge router (e.g., 1 per user) of $100 per month plus nominal 
annual charges for licensing, right-of-way, software and miscellaneous 
costs.  

 
 4) Planning (direct G&A) 
 

• Direct general and administrative expense (governance, overhead and 
other miscellaneous support) of $82 per customer. 

 
 5) Pricing (see descriptions above of Eligible Users and Ineligible Users) 
 
 6) Take Rates 
 

• Eligible users top out at 78, which is the amount of users set forth in 
the IHS RHCPP application 
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• Eligible users increase over time based on the phased build of the 

RHCPP funded Access Connections to the IHS core network, e.g., 
design, RFP, approval, construction, turn up.  

 
• Ineligible users ramp up fairly quickly in the first six years.  After six 

years, the ramp up assumption is conservatively set at one ineligible 
user per year (the actual market of users is limited by geography and 
cost) 

 
 
 
 

 
 
 
    
 



 

  

 
 
 
 

Exhibit A 
 

Summary by Year 
FINANCIAL SUMMARY

Date:

BY:

Location:

Product/Project Title:

Project Description:

Financial Summary (20 YEAR TOTAL):
Revenues 8,315,854$ 
Net Income 137,578$    
Cash Flow 2,119,378$ 
Capital Expenditures 2,457,000$ 

Average % 20 YEAR 
SUMMARY BY YEAR of Revenue 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028    TOTAL 

Operating Revenues 100.00% 65,880$        225,076$  278,295$  303,035$  329,009$  356,268$  370,538$  385,344$  400,705$  416,640$  433,171$   450,319$   468,106$   486,555$   505,689$   525,534$   546,114$   567,456$   589,587$   612,535$   8,315,854$   
Non Recurring Revenue 0.00% -$                 -$             -$             -$             -$             -$             -$             -$             -$             -$             -$              -$              -$              -$              -$              -$              -$              -$              -$              -$              -$                 

TOTAL REVENUE 100.00% 65,880$        225,076$  278,295$  303,035$  329,009$  356,268$  370,538$  385,344$  400,705$  416,640$  433,171$   450,319$   468,106$   486,555$   505,689$   525,534$   546,114$   567,456$   589,587$   612,535$   8,315,854$   

Internet2/NLR access 0.00% -$                 -$             -$             -$             -$             -$             -$             -$             -$             -$             -$              -$              -$              -$              -$              -$              -$              -$              -$              -$              -$                 
GROSS MARGIN 100.00% 65,880$        225,076$  278,295$  303,035$  329,009$  356,268$  370,538$  385,344$  400,705$  416,640$  433,171$   450,319$   468,106$   486,555$   505,689$   525,534$   546,114$   567,456$   589,587$   612,535$   8,315,854$   

Network Operations & Maint 0.08% 210$             213$         217$         223$         230$         237$         244$         251$         259$         267$         275$         283$         291$         300$         309$         318$         328$         338$         348$         358$         5,497$         
Sales & Marketing 0.00% -$                 -$             -$             -$             -$             -$             -$             -$             -$             -$             -$              -$              -$              -$              -$              -$              -$              -$              -$              -$              -$                 
Customer Service 0.00% -$                 -$             -$             -$             -$             -$             -$             -$             -$             -$             -$              -$              -$              -$              -$              -$              -$              -$              -$              -$              -$                 

General & Administrative 94.95% 64,428$        226,188$  281,088$  292,068$  303,048$  314,028$  316,224$  318,420$  320,616$  322,812$  325,008$   327,204$   329,400$   331,596$   333,792$   335,988$   338,184$   340,380$   342,576$   344,772$   6,107,820$   
Depreciation and Amortization 3.50% -$                 -$             -$             -$             -$             52,200$    104,400$  140,400$  140,400$  140,400$  140,400$   140,400$   140,400$   140,400$   140,400$   140,400$   140,400$   140,400$   140,400$   140,400$   1,981,800$   

Bad Debts 1.00% 659$             2,251$      2,783$      3,030$      3,290$      3,563$      3,705$      3,853$      4,007$      4,166$      4,332$       4,503$       4,681$       4,866$       5,057$       5,255$       5,461$       5,675$       5,896$       6,125$       83,159$       
TOTAL OP EXPENSES 99.53% 65,297$        228,652$  284,088$  295,322$  306,568$  370,027$  424,573$  462,925$  465,282$  467,645$  470,014$   472,390$   474,772$   477,162$   479,558$   481,962$   484,373$   486,792$   489,220$   491,656$   8,178,276$   

Interest Exp (cost of capital) 0.00% -$                 -$             -$             -$             -$             -$             -$             -$             -$             -$             -$              -$              -$              -$              -$              -$              -$              -$              -$              -$              -$                 
TOTAL EXPENSE 99.53% 65,297$        228,652$  284,088$  295,322$  306,568$  370,027$  424,573$  462,925$  465,282$  467,645$  470,014$   472,390$   474,772$   477,162$   479,558$   481,962$   484,373$   486,792$   489,220$   491,656$   8,178,276$   

Interest Income 0.00% -$                 -$             -$             -$             -$             -$             -$             -$             -$             -$             -$              -$              -$              -$              -$              -$              -$              -$              -$              -$              -$                 
Net Income et Income 583$             (3,576)$     (5,792)$     7,714$      22,441$    (13,759)$   (54,035)$   (77,581)$   (64,577)$   (51,005)$   (36,843)$   (22,071)$   (6,666)$     9,393$       26,131$     43,572$     61,741$     80,663$     100,367$   120,879$   137,578$     

Cash Flow 583$             (3,576)$     (5,792)$     7,714$      22,441$    38,441$    50,365$    62,819$    75,823$    89,395$    103,557$   118,329$   133,734$   149,793$   166,531$   183,972$   202,141$   221,063$   240,767$   261,279$   2,119,378$   

EBITDA percent of gross 0.89% -1.59% -2.08% 2.55% 6.82% 10.79% 13.59% 16.30% 18.92% 21.46% 23.91% 26.28% 28.57% 30.79% 32.93% 35.01% 37.01% 38.96% 40.84% 42.66% 25.49%

Fixed Asset Additions  (GL Additions) -$                 -$             -$             -$             -$             304,500$  304,500$  210,000$  -$             -$             304,500$   304,500$   210,000$   -$              -$              304,500$   304,500$   210,000$   -$              -$              2,457,000$   

Capital Expenditures (Cash for Assets) -$                 -$             -$             -$             -$             304,500$  304,500$  210,000$  -$             -$             304,500$   304,500$   210,000$   -$              -$              304,500$   304,500$   210,000$   -$              -$              2,457,000$   

Cumulative Capital Expenditures -$                 -$             -$             -$             -$             304,500$  609,000$  819,000$  819,000$  819,000$  1,123,500$  1,428,000$  1,638,000$  1,638,000$  1,638,000$  1,942,500$  2,247,000$  2,457,000$  2,457,000$  2,457,000$  

December 16, 2008

Fiberutilities Group, LLC

Multi-state

Iowa Health System (IHS)

This plan tests the financial assumptions for sustainability of the IHS Project.  The basic 
approach is to prove sufficient revenues to cover operating costs and provide funds for 
periodic electronics refresh.   The original grant funds and the matching IHS funds are 
considered sunk costs; this model only considers what is required to sustain operations.



 

  

Exhibit B 
 

Access Connection Revenues versus Expenses and Cash Flow 
 

 
 

 




